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Abstract

A Study on Establishing FTA for solving the trade deficit problems

between China and South Korea

Xu Jing
Department of International Trade

Graduate School of Korea Maritime University

Since August 24 1992, China hacan official establishment of diplomatic
relationship with South Korea, there are many coapmn between two countries,
such as culture, natural resources, human resoaneésindustrial structure. And
especially in the economic cooperation, China amaitls Korea have become
important trade partners.

For mutual benefits, amiable and cooperative @hatiips have been built up
between technological, cultural, educational, aedislation departments in both
countries and local governments.

However, as the bilateral trade goes forward withapid pace, the conflict
caused by imbalance of bilateral trade has beamnsified and trade friction and
disputes occurred from time to time, which has umaeed the healthy development
of bilateral ties.

In my paper, | analyzed on these problems and piayteon to the increased
trade deficit of China. After consulting previoluietature research, | infer the reasons
for increased trade deficit of China. | also suggtsategies for solving the problem

of trade deficit, which is to establish the FTAWwe&n China and South Korea.
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Chapter 1

Introduction

1-1 Background

China and South Korea have associated with ea@r fitha long time in history.
The two neighboring countries not only resembléheztber in traditional culture, but
also are complementary in other aspects, suchtasahaesources, human resources
and industrial structure.

Since the official establishment of diplomatic telas between the two countries
on August 2¥'1992, they have endeavored to improve their tipihain various
fields. In terms of economic cooperation, China &odith Korea have become each
other's more and more important partners in tr&ditically, they have deepened
their mutual understanding and trust through freguexchanges of visits of top
governmental officials and multilateral meetingsioternational events. Bilateral ties
have also resulted in fruitful achievements in firdds of culture, education,
technology and so on. They have also expanded tusiperation and improved
coordination in regional and international affairs.

Since the establishment of diplomatic relationsriows kinds of trade
agreements and investment protective treaties bhaem signed between the two
countries, so that the bilateral trade cooperatas been put on the track of steady,
healthy and rapid advancement. Although startitey lailateral economic cooperation
has advanced so rapidly that they have tapped theiential for economic

development. Recently, to South Korea, China ha®re the largest export and



investment destination country, second largestetrpdrtner, and the third largest
import source country in the world.

On July &', 2003, Wen Jiabao Chinese premier, when meetirig Mwo-hyun,
president of South Korea, stated that we would tik&urther consolidate and expand
our trade relations with South Korea and boost mitand common prosperity of two
counties based on the today’ sound bilateral aatunder the guideline of "equality ,
mutual benefit, and complementing each other’s aiges”. He also noted that
China and South Korea will enjoy the benefits fribma advantages of complementary
relation in economic area, Potential cooperatiod promising prospect. So China
will attach great importance to the trade ties leetvtwo countries. Korean President
Roh Moo-hyun said that South Korea and China atedg involved in various
mutual economic activities related with trade ant/estment. South Korean
government will further promote exchanges and craifm on the basis of mutual
benefits, and work, jointly with Chinese governméot common development and
prosperity of Northeast Asia.

Amiable cooperative relations have been built ughie fields of technology,
culture, education and legislation at the leveteftral and local government of the
two countries. China has set up Consulate Gener8eoul and Pusan, and South
Korea has also established Consulate General ingBhag Qingdao, Guangzhou, and
Hong Kong. Meanwhile a Consulate General offical$® set up in Shenyang. By the
end of 2007, 69 cites from both countries havebéisteed Sister City Relationship.
Direct flights are available between South Koreatiex Seoul and Pusan, and
Chinese cities of Beijing, Qingdao, Chengdu, NampjiXi'an. Passenger and cargo

ships travel between China cities of Shanghai, $ey Tianjin, Qingdao, Dalian,



Yantai, Weihai, and Korean cities of Inchon anddPusn a regular basis. Thanks to
convenient transportations, people from both sides undergoing frequent
exchanges.

In 2002, the amount of South Korean visitors torahreached 2.12 million,
while Chinese tourists to South Korea also amoutaegb0,000. By the end of 2002,
the number of South Korean oversea students inaGieisched 22,000.

However, as bilateral trade goes forward at a ragaide, conflicts caused by
imbalance of bilateral trade occurred and tradetiém and disputes were reported
from time to time, which harnessed the healthy tgraent of bilateral ties. Thus, it
is urgent for governments of two countries to dedth such thorny issues as
reorientation trade relations of China and Southreldp directions of future
cooperation and solution to recent friction angudtiss.

So, in this thesis, I'd like to characterize thenftiots between two countries in
the light of economic view. And it will be suggesterhat policies will contribute to

extenuate them.

1-2 Research Methodology

Review literature method: Through reviews of thevwus research related to
this thesis, | summarize the crucial point andamttthe insight and consistency. And
then summed up the pros and cons of this fieldystud

Contradistinctive and analytical method: Expatigton the reality of Chinese
and South Korean trade and feasibility analysi€bma and South Korea FTA, at the
same time | analyzed a lot of data about trade é@twChina and South Korea. From

the comparison | get my own conclusions.



Quantitative analysis method: My research bases aptarge number of trade

data.

1-3 Structure of the study

In my thesis | mentioned about the problems of €sgnand South Korean Trade,
and points out trade deficit is the most seriowblam.

First, analyze the present situation and] problémisveen two countries, and
points out trade deficit is the most serious prothle

Second, refer to the consulting previous literatwsearch, and study the trade
relativity, and find nowadays the trade deficitie argumentative emphasis.

Third, | through the industry structure analysis ©hina and Korea and
Complementary resources between China and Koraaalyze the trade deficit.

Last, | suggest to establishing China and Soutle&&iTA to solve problems.



Chapter 2
Present Situation and Problems of The Trade bet@dam and
South Korea

2-1 Present Situation

2-1-1 General Situation of Chinese and South Korésade in
Recent Years

Before 1992 when China officially set up diplomatalationship with South
Korea, there were seldom direct trade ties betwbentwo countries. Trade was
conducted through a third country or region (Japafiong Hung). Since 1992, the
two countries have set up direct trade relations, lailateral trade has developed in
leaps and bound with the normalization of bilatesdhtions. In 1991, Chinese and
South Korean trade volume was only 3.25 billion U8Dile in 1993 it was doubled
to 8.22 billion USD. In 2007, total bilateral tradelume reached 63.23 billion USD,
20 times of the volume in 1991. Meanwhile, Chinasd South Korean trade volume
has surpassed that of trade between the Chinesdaméiand Taiwan, and South
Korea has become the sixth largest trade partn€hwofa. During this period of time,
foreign trade of china has expanded 5.14 timeszm svith an annual growth rate of
16.1%, while the size of South Korean trade went2lg6 times with an annual
growth rate of 8.1%. From these statistics figures, can see that the growth of
bilateral trade has outweighed the general tradee@se of both countrieswith the
fast development of Chinese and South Korean trvde,countries will (would?)
become important trade partners. However as weean from table 2-1, since 2002,

China has been undergoing trade deficit towardstSiéarea. In the year 2003, China

1 MA Xiaohui, “The Analysis of the Development arigtimbalance problem of Chinese and South Korean
Trade,” Northern Economy and Trade, 1, 2008, ${383.
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surpassed USA and became the largest export déstineountry of South Korea,
accounting for 18.1% of the total export volumeKairea, and also the third largest
import country of South Korea, accounting for 12.8%the import volumé.

Table 2—1: Chinese and South Korean trade since the 2001 1@9million USD)

year | Total trade volume| Exportto Korea Import frilorea | Balance
2001 | 32.5 21.8 10.7 111
2002 | 82.2 28.6 53.6 —25.0
2003 | 169.8 66.9 102.9 —36.0
2004 | 240.5 91.2 149.3 —58.1
2005 | 250.4 78.1 172.3 —94.2
2006 | 359.1 125. 2 233.9 —108.7
2007 | 632.3 201.1 431.3 —230.3

Source: Statistics from China Customs Year Boolk{262007)

According to the statistics from China Customs2@05, Chinese-South Korean
bilateral trade volume reached 100 billion USD,SEuropean and Sino-American
trade volume reached 200 billion USD. By the yea0% the trade scale of China and
its six largest trade partners had all surpass@dillion USD.

EU has remained as the largest trade partner ohaChwith bilateral trade
volume of 217.31 billion USD, increasing 22.6%. U%#kks the second, with total
volume of 211.63 billion USD, increasing 24.8%. Medhile, Japan is the third
largest trade partner and the bilateral trade velinas reached 184.45 billion USD,

increasing 9.9%. In 2005, the import growth of Ghifrom Korea and ASEN

2 Piao Shen-min, “On Trade Return Analysis and Eatindreturn Prediction of the Sino-Japan-South Kénes
Trade Zone,” Journal of Shijiazhuang of UniversiffEconomics, 4, 2004, pp.54-58.
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surpassed the overall increase rate, with ChineseSouth Korean trade volume
reaching 100 billion USD, including import from Kean of 768.2 billion USD,
increasing 23.4%, 5.8% more than overall importwgho Korea has become the
second largest import source destination of Churaping from No 5 to No 2.

These facts shows that China and South Korea tsgetloser and closer in

economic aspect

2-1-2 Reasons for Large Scale Increase of Chinesk South
Korean Trade

(1) The two countries has enjoyed rapid economic grositite the new
century, with China’s annual growth rate of 9.7%l &forea 4.6%, which provides
not only rich material sources but also large pidémarket.

(2) With the increase in exchanges and visits of topegument officials, the
bilateral relations are blessed with steady develyg and South Korea has fully
acknowledged the market economy status of Chinachwbffers good political
environment for trade development.

(3) South Korean products are technologically advaraed considerate in
after sales services, thus enjoying competitiveeedg

(4) After Chinese entry into WTO, china has a more opearket and
internationally compatible trade policy, regulatiamd legislation, which means China
has improved its trade environment to a large éxsemd strengthen our import
capacity.

(5) In recent years, FDI from South Korea to China laared, which
encourages the export of parts and products fronthS¢orea. Meanwhile, products

manufactured in China will be sold back to Southrdém market, which has actually



increased the export volume of China towards SdGthea. According to the
statistics of China Customs, in the latest six gesnport from China to South Korea
increased 26.6%. According to statistics of Southred, in 2004, China surpassed

America, becoming the largest export market of Bdidrea.

2-2 The Problems
At present, though the volume of bilateral trade badergone rapid increase,

many problems remain present themselves.

2-2-1 Increased Trade Deficit of China

Since 1993, China has experienced considerable ttaficit from South Korea
every year, especially in recent years, the vafugeécit has become more and more
prominent. From 2001-2005, China’s deficit towagirith Korea has increased every
year. Now China has become the second largest rgonext to USA in GDP level
which provides a large market to South Korea. %0 8outh Korea enjoys favorable
trade balance. The deficit mainly resulted from fokowing reasons: first of all,
labor intensive products have been produced in&hmd distributed worldwide, by
making use of low cost of China, importing key paand technology from South
Korea and Japan, and selling the final productSumpe and USA. Second, import
from China has increased substantially and outweigtort. For example, in 2006,
the volume of export to South Korea increased 866, but it still could not catch up
on the growth rate of export with the import witfuather increase of 169%. Third,
the inadequate exploration towards South Koreark@ebdeads to the lack of products

fitting in with South Korean markét Fourth, South Korean enterprises highlight

3 Zhang Yuhe,“Sino- South Korea Trade Pattern Aliéom: From Mutual Complement to Competition,”
International Economics and Trade Research,1,2pE2p43.
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export to China but are not very willing to impémem China for the reasons of tariff
or other restrictions, which makes China it difftcto enter into South Korean

market.

2-2-2 Low Level of Localization of South Korean Coamies in
China

South Korean companies in China seldom employ Ghirle the management
level, and the common employees are also mainlyhSKarean, even the drinking
water of the employees is transported from Southe&KoUnlike South Korea, other
developed countries such as America and Japan pely aitention to the localization
of their trade companies in China. They employ lpemple both as common workers
and also as general manager, with a high sensealidation. The reason may lie in
the difference of company culture; for some Soutirdén people think they have
learned enough corporation knowledge and a hightyalwf management, which
make themselves unwilling to listening to othersggestions, thus giving other
people a feeling of arrogant or even treating Cégnemployees with indignity. On
the contrary, the managers and employees of Anigrarad Japan’s companies in
China pay much attention on the etiquette and wgrknethod, listening to others’
suggestions, building a relatively harmonious retethip among leadership and
employees, which make a good working atmospherenEkere are some disputes
between management personnel and common emplayée®asy to deal with and

easy to rebuilt the relationship.

2-2-3 Limited Information on Counterparts



After the intercourse for over 20 years, and thiotige publicity of various ways,
China and South Korean have known each other matterb However, because of
some limitation of condition and some factors, sabjor object, some trading
corporations of both sides have not got enoughssacg information, which could
make some companies carry out their economic peot®rding to the limited
materials and knowledge. As a result, there appedasge gap between the actual
situation and the information they got and theiediction, and also the following
make-up measures are untimely, resulting in thpenuson of the cooperation and the
economic loss As for further reasons, some trade companiesafttSKorea in
China have not done adequate research on Chinalketas a result, some small or
medium trading companies have many cooperationrgnog with China, but only a
few of them can be finally carried out. The reasothat the preparation work of both
sides is insufficient and unsteady, i.e. the infation in hand is not comprehensive,
which causes the waste of human and financial reeswas well as time.

Nowadays more and more Chinese and Korean schakafscusing on the trade

disputes, the trade deficit in particular.

* Li Jingyu & Shang Lihui, “Analysis of the strategipgrading economic & Trade Cooperation betweenah
and South Korea,” International Forum, 3, 2004,3:44.
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Chapter 3
Literature Review

Present literature has fallen into several categotrade relativity, trade disputes,
anti-dumping study, and trade dispute of Korea loin@ with other nations, as well as
perspectives of trade disputes. In this paperachtd great weight to the studies on
Chinese and South Korea trade disputes, includifigreiht views hold by scholars
from the two countries and analytical strategy eyet in trade dispute analysis.
Finally, a summary of studies on trade disputeKofea and China with other

countries will serve as a forceful support of timeling of present research finding.

3-1 Review on Trade Relativity

Both Chinese and Korean scholars have studied dheparative advantages of
industry in two countries. Chinese scholar Li HandgP004) analyzed the influence
of similar product range exported to ASEAN (Asstoia of Southeast Asian Nations)
from China, Korea and Japan. His South Korean espatts Sin Hyun-su and lee
Won-bok (2003) discussed competitive strength ohunf@cturing industry in the
three nations and proposed policy implication. Gdn@-hyun (2003), also a South
Korean, studied competitive strength of Korea amold in the Chinese market. All
of the studies mentioned above came to a similaclasion through RCA (Revealed
Comparative Advantage Index) index analysis thapetition exists among China,
Korea and Japan concerning the product range egpaoot ASEAN, especially for
mechanical and electronic products. There is nstambial difference concerning
product quality among these three countries andfalhem cover large accounts of
export volume to ASEAN. However, each of them hisa®wn features and specialties.

Thus the trade relationship between ASEAN and timageons is better pictured as

11



coexistence instead of "Waxing and Waning". Jap#h enjoy the advantage of
high-end product , followed by Korea, while Chindl $ositions in the low end,
which causes the concern of many scholars on thee i®f intense competition
resulted from similar product range between Chind Korea. As for the solution,
Chinese and Korean scholars hold different opinidfisst Chinese scholars contend
to solve this issue through product differentiatiahile voices from the Korean sides
prefer cooperation through economic regionalization

Bang Hok-tying (2004) from South Korea conductestidy on one quarter of
the areas of the three nations, reporting tradéribomion of China and South Korea.
Park Byun-shun (2004) explored China’s uprising arafthern Asia economic
cooperation strategy. Choi Yung-shup (2001) analyZeture competition of
manufacturing industry through trade specializatiomlex. Hyundai Economic
Institute has revealed the fact that intense degesed of Chinese and South Korean
trade ties will result in severer trade disputege@o the fact that under the vertical
industry division structure, economic cooperatiatl lae hindered, they suggest that
economic regionalization will be an alternative wayt. Development Research
Center of the Chinese State Council hold the opitiat industrial division between
China and Japan is more mature than that of Cmdakarea. Industrial division of
the China and Korea is only confined to high-tewtiustry, thus they think that there
will be a large space for the improvement of indakdivision.

Some studies tend to explore trade competitioncamaplementariness between
China and Korea. Zhao Jinping (2002) studies Sapadese and Sino-South Korean
trade growth and trade structure. Wang Shouyan@3)20id a comparative study on

export commodity structure, reaching the conclusibrough trade concentration

12



analysis that two countries enjoy high trade cotre¢ion and bilateral trade
development is on the track. On the contrary, Jmgdi (2004), Zhangyuhe (2005)
and Yin Zhichun (2006) argued that complementasrmetween China and Korea has
been undermined, and competition will definitelgerifrom rapid economic growth,
hence coordination is necessary. Jeong Ong-in {20900 Jin-sheng (2001) and
Bang Ho-kyung (2002) figured out that fierce contpet and emerging of trade
disputes will result from ever increasing high ocamtcation of trade with further trade
contact, because both countries have high trade ceotration, high
complementariness and high level of competitionvall. They believe readjustment
of product range will be a good choice. KOTRA (2p03ame to the conclusion that
the level of competition of Japan-Korean trade ismhigher than that of China and
South Korea. However, in recent Korean market, €erproduct covers a larger and
larger market share, and vice versa.

They contended that two countries should jointlykvout a possible solution to
the issue in increase of disputes resulted frompadition for a larger market share.
Lee Hong-bae from Korea and Okamoto Nobutaka frapad published their
research findings on the study of interdependerickooea, China and Japan that
China depends much on Korea in terms of intermedmbduct. After analyzing
different industries, they pointed out that in aértindustries those three countries
have high dependence level, which will stimulat ¢éxpansion of production scale in
China and Korea. While China is more independeaut tiorea, which indicates that

China has a more stable industrial structure.

3-2 Review on Trade Disputes

13



Many researches are focusing on problems in ChinakSKorea trade. Peng
Wenbing (2003) discovered that China and South &oesembles each other in
economic development structure featured as higlertigncy on international trade.
Thus it is necessary for both countries to readjogustrial structure. Li Guizeng
(2003) regarded fierce competition as the most prent issue, which is the main
reason for the occurrence of trade disputes. SwK@@04), Wang Sugin (2003), Fan
Aijun and Jin Ning (2000), Wang Lengyi (2003), Donghao (2002) on the contrary
held the opinion that both bilateral trade dependesind complementariness are in
good condition, while the problem that remainedetithsd is the long term trade
deficit resulting in trade disputes between Chimal &orea. Gao Yuan (2004)
proposed reduction in bilateral trade deficit amgiovement of bilateral free trade.

South Korean Economic Policy Research Institut®320Lee Jang-kyu (2002)
and South Korea Rural Economic Research Institbteved their concern about
over-fierce competition and intensified trade dissu They held different views
towards trade deficit that high dependence of meésliate products of China on
Korea and Japan is only periodic phenomenon, wiwitmot last long. Due to trade
deficit and market competition, anti-dumping andpdites will increase, which is in
need of coordination of both the governments. Aorepn trade published in Korea
(2005), Korean Long-term Trade Forecast, predithed by the year 2008, bilateral
trade will enjoy balance of payment. Moreover, adogy to the present trade scale,
technology and pace of development of China, aroR@#l0, China will enjoy

favorable balance.

3-3 Review on Antidumping Disputes

14



Macro anti-dumping studies are abundant, while iipeempirical analysis is
rarely seen. Europe and America are the countnasftequently adopt anti-dumping
procedure, thus most of the researches on thig @@ conducted by them. They
normally work out an applicable industry environmegmototype to analyze the
influences of anti-dumping. Kim Suk-min (2004) peov in his research that
anti-dumping litigation from Chinese side does hdfill its purpose of restricting
import from Korea.

A dissertation from Zhejiang University figured dbe major issues concerning
China-South Korean trade disputes are as follokasietrelevance, business disputes,
and anti-dumping are all because of the differemdéemnti-dumping legislation of the
two countries. Thus a thorough understanding ofdifference will be an effective
way to avoid disputes.

In other studies on anti-dumping cases, researdinens Hyundai Economic
Research Institute tend to regard dumping as coynptategy from the perspective
of export country. W. J. Ethier (1982) interprethdt dumping is a company strategy
in the same industry under the circumstance of i@icesurroundings and incomplete
competition. Dumping is an alternative way to atjusemployment in the relevant
industries between two countries under the conditb uncertainty of demand and
market for factors of production. He also analybetbw-cost dumping issue. As a
result dumping does not necessarily mean unfairness

R. M. Bierwagen (1990), holds that price discrintio@, as a marketing strategy,
can create comparative advantage in market. Thdses not equal to unfairness.
Though low-price dumping will lead to sales redowtin domestic market, high

unemployment rate, harm to operation, which is ame negative effects on
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non-dumping low price products, it is beneficial consumers and intermediate
manufacturers. This idea of price differentiaticas mow been well received in the
circle of economics and law. L.Deleon(1997)contehtieat export products at the
price below home country is a positive competistrategy.

M. KoSteCki (1991) classified anti-dumping motiatiinto eight categories and
viewed that each kind of dumping can be justifigdept predatory dumping. It is not
advisable to regard dumping as totally unfair angustified competition, which has
exerted an influence on the international anti-dungegislation.

Jacobin (1923) categorized dumping into Sporadienmlog, intermittent
dumping and long term dumping in terms of time span of dumping. Spar
dumping refers to dumping products overseas togmtefrom inventory in a short
period of time, which, in his opinion, is of no gtesignificance, because it will exert
no severe damage to industry of import country.e¥iassumed that only predatory
dumping will be imposed on anti-dumping legislatidmecause it will damage
industry of import countries. However he also meméd that the damage to the
industry is once and for all, being impaired ormdiiag the product line, the benefit
for the consumers will be long-term and accumuéatiThus it should not be
boycotted. J. F. Beseler & A. N. Winiams (1986)ssified dumping into four kinds
according to its purposes: Closeout of inventony sdundant product, maximization
of short-term profit above marginal cost but belawerage cost, maintain market
share and employment rate, predatory and monopotpng which the first three of
non monopolized purpose are pricing strategy bfefnt firms are not the major

concern of anti-dumping litigation, but the lastas.
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Chapter 4
Analysis of Trade Deficit between China and Soutnd&a

4-1Industrial Structure of China and South Korea

4-1-1 Indicators of Industrial Structure

There are mainly two indicators to measure the stril structure: the first one
is value indicator, such as the proportion of thtaltoutput value made by an industry
department among GDP; the other one is employmedicator, such as the
proportion of the employment number of an industnyong the total employment
number. In this paper, the analysis of both Chias&d Korea’'s industrial structure is
based on the three major industries classificatibhe first industry refers to
agriculture (including forestry, grassland farmiagd fishing industry, etc.); the
second industry refers to Industry (including m@jimanufacturing, water supply,
electricity, vapor, hot water and coal gas) andstaction Industry; the third industry
refers to the industries besides the first and rsd¢odustry above, with mainly two
parts: circulation sector (including transportatiocatering business, material supply,
telecommunications, and storage) and service sdotoluding sectors served for
production and daily life such as banking, insueantourism; sectors served for
improving the literacy and quality of the peoplelsas education, culture, scientific
research and health care; and also sectors seorethé social needs such as

government offices, social organizations, armigsolice system)?;

4-1-2 The Result and Its Interpretation

5 Zhou Xuechun , “Speeding Up the Construction abSKorean Free Trade Area to Promote the East Asian
Economic Integration,” All-round Southeast Asia2605, pp.37-39.
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Generally speaking, the industry structure of Cherad South Korea is
complementary, as we can see from table 4-1 and #B. In recent years, the first
industry takes a very important position in Chinat®nomy, and it contributes over
50% of China’s GDP, while the leading industry adria is the third industry, which
makes 55% contribution to its GIPChina’s labor resources are mainly gathered in
the first industry, while the employees of Koreaimhafocus on the third industry,
which again proves that the complementary industrycture of the two countries.
China and South Korea is developing at differenvelle China is a developing
country making efforts on the industrialization, ilghKorea is a new industrialized
country, thus the two countries can complementteantsmit each other’'s advantages
greatly on industry and technology.

Table 4-1: GDP composition of China and South Korea

The first industry The second industry The thirdustry
Year | GDP

China Korea China Korea China | Korea
2004 | 100 | 18 5 50 43 32 53
2005 | 100 | 16 5 51 42 33 53
2006 | 100 | 16 4 51 42 33 53
2007 | 100 | 15 4 51 40 44 56

% Qin Yiqun & Jin Zhe-song, “A Positivist Analysi$ mtra-Industry Trade Between China and Koreafirdal of
Central University of Finance & Economics,3, 200p,19-22.

" Chen Rui & Huang Guanyue, “An Empirical Study loé impact of Some Macroeconomic Factors on China's
Export to Korea,” Journal of International Trade2007, pp.28-30.
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Table 4-2 Employment composition of three major industtiag : %

Numbers off The first industry | The second industry  The thirdustry
year

employees | China Korea | China Korea China Korea
2004 | 100 48 11 20 31 32 58
2005 | 100 48 12 18 28 34 60
2006 | 100 47 12 18 27 35 61
2007 | 100 46 11 17 28 36 61

Data source  UNSD—National Accounts Main Aggregates Databasé; gata

source: web site of China’s State Statistics Bureau httfpyww.stats.gov.cn

4-2 The Analysis of Comparative Advantage

4-2-1 Indicator of Comparative Advantage (RCA)

In 1960s and 1970s, American economist BalaSSalame& Comparative
Advantage Model, which made Comparative Advantageory developed from
theory study to experimental research, thus madetlteory with more practical
significance. Revealed Comparative Advantage methasl adopted by BalaSSa in
1965 when measuring some national trade comparativantage and was commonly
used by the World Bank Organization thereafter. Gharacteristic of RCA is that it
does not analyze and compare the determined fadtmstly, but to measure the
comparative advantages indirectly through the tesaflthe import and export of the
products. The reason is that the import and exjstlts of every country is because

of the existence of the comparative advantagesdi eountry, thus the comparative
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advantages of each country can be revealed thrthghanalysis of the products
import and export resufts

The RCA index refers to the ratio of a nation’satele export share of a certain
industry or product in the world with its relativexport share of all the export
products in the world. The formula is as follows:

RCA; =(Xi/X)l (XilX;)

i refers to the nation; j refers to the industryCA; refers to the revealed
comparative advantages of | industry in nation jj; r&fers to the export amount of
industry j in nation i; Xrefers to the export amount of industry j all ottez world; X
refers to the export amount of all the productsation i, Xr refers to the export
amount of all the products in the world. Generalhgaking, if the index is more than
1, the industry of this nation has comparative ath@es; if it is less than 1, then there
is no comparative advantage. If there is a grdégrénce among the RCA index of a
certain industry of all the member nations, thegréhis a revealed complementation
in this industry, otherwise, if the RCA indexes arery close, the industrial
competence ability will also be similar. In the gitee, we have classified the trade
products into ten major types according to the igitidndex of UN Standard
International Trade Classification: (0) Food andd_Animals Used Chiefly for Food;
(1) Beverages and Tobacco; (2) Non-Edible Raw Nel&er (3)Mineral Fuels
Lubricants and Related Materials, peltry, raw ksk skin, oil-bearing seed, natural
or synthetic rubber, wood, paper pulp, textile fijbeatural fertilizer, metallic mineral
ore; (4) Animal and Vegetable Qils Fats and Wax; (5) Chemicals and Relaxed

Products; (6) Light and Textile industrial Prodyd#inerals Metallurgical Products;

8 Li Dun, “Empirical Analysis on the Intra-industiyade between China and South Korea,” Journal of
International Trade, 4, 2007, pp.48-51.
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(7) machines and transportation equipments; (8)ttheand water transportation as
well as heat supply and light equipments, furnitaravel materials, shoes, watches,
etc. (9) Miscellaneous Products

Among these ten types, 9 types from O to 8 canubdr classified into three
major types: primary products in type O to type & de considered as natural
intensive products; finished products in type 6 & 8 can be considered as labor
intensive products; finished products in type 5 gy 7 can be considered as capital
and technology intensive products. If the exportspmducts with comparative
advantage in a nation mainly focus on one typées$e three, we can induce the basic
condition of the nation’s resource structure acicgydto the logic of O model.
However, this classification is relatively genemald not very specific. Even if there is
complementary relation in a certain product (suleapital intensive products), there
are still some differences in the advantages ifwher analyze. As a result, in order
to improve the accuracy, we need further classiboaand further prove the result

according to the overall analysis, to corresponithéopractice.

4-2-2 The Result and Its Interpretation

Table 4-3 and Table 4-4 shows the comparative ddgarof two countries, from
which we can see China’s advantage is lying updorlantensive industry, while
Korea is on industrial products, especially capitatechnology intensive products.
China enjoys advantage in textile industry becaniseheap labor resources and
Korea enjoys advantages in mechanics and transiporeguipment due to abundant
capital and advanced technology. Thus generallpalspg, China and South Korea

are complementary in trade.
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First of all, two countries are complementary inunal resources. China is rich
in agricultural and mineral resources while Koreahort of natural resources, energy
and industrial materials. Second, China has a gipal of 1.3 billion, which means
abundant and cheap labor resources, while Koraggthbas a dense population, lack
of labor resources due to the large scale productiod exportation and aging
problem$. Third, Korea has relatively rich capital afterye of increasing economy
and reservation fund, while China is lack of funecé&use of the rapid economic
expansion. Fourth, Korea is strong in manufactuamg technology, but weak in
basic tech and aero-space technology. China enjeysadvantage of competitive

research and development capacity, reaching high ¢¢ development®

® Gao Changchun & Fan Zhouyi & Zheng Wenwen, “Thedat of Intra-industry on Industry Competition,”
Commercial Research, 23, 2006, pp.23-25.

10 Hu Junfang, “The Cause of Trade Deficit betweem&land Korea and the Remedies,” International ifiog
2007, pp49-52.
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Table 4-3 Revealed comparative advantages on the resoimesesive products of

China and South Korea2003-2007

Industry classification (SITC unidigit) Year Ching Korea

2003 0.91 0.26
2004 0.84 0.26

Food and Live Animals Used Chiefly for Fo
(0)

4005 079 | 023

2006 0.70 0.20

2007 0.62 0.19

2003 0.34 0.13
2004 0.35 0.18

Beverages and Tobacco (1) 2005 0.31 0.22

2006 0.24 0.24

2007 0.23 0.22

2003 0.58 0.34
2004 0.54 0.36

Non-Edible Raw Materials(2) 2005 0.46 0.34

2006 0.31 0.35

2007 0.31 0.31

2003 0.35 0.54

2004 0.31 0.58

Mineral Fuels, Lubricants and Related
_ 2005 0.32 0.49
Materials (3)

2006 0.32 0.45

2007 0.16 0.54

2003 0.16 0.03
2004 0.13 0.03

Animal and Vegetable Oils Fats and Wax (4) 2005 0.08 0.03

2006 0.07 002

2007 0.08 0.03
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Table 4-4 : Revealed comparative advantages on the labor imeemsoducts of

China and Korea 2003— 2007

Industry classification (SITC unidigit) Year China Korea

2003 1.22 1.26

2004 1.17 1.26

Light and Textile industrial Products, Minerals
2005 1.15 1.17

Metallurgical Products(6)
2006 1.07 1.10

2007 1.16 0.99

2003 2.96 0.61

2004 2.44 0.56

Miscellaneous Products (8) 2005 2.31 0.49

2006 2.15 0.47

2007 2.01 0.44
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Table 4-5 ‘Revealed comparative advantages on the capitaieahdology intensive

products of China and Korea: 2003—2007

Industry classification (SITC undigit) Year Ching oiea

2003 0.54 0.89

2004 0.49 0.81

Chemicals and Relaxed Products (5) 2005 0.42 0.78

2006 0.38 0.79

2007 0.38 0.78

2003 0.80 1.41

2004 0.89 1.40

Machinery and Transport Equipment 2005 0.95 1.49

2006 1.06 1.583

2007 1.12 1.56

Data source the data of China is from China Statistical Yeat(2008); the
data of Korea is from Korea International Tradeé\&sation (http//global.kita.net);
the data of the world is from the web site of UNSDNCom trade data base; the

final results are calculated by the author.

4-3 Intra-industry Trade Complementarities betweéhnina and
South Korea

4-3-1 The Indicator of Intra-industry trade
Currently, the most widely used intra-industry gaddicator was proposed by

Grubel and Lloyd (1975). Assume x and M stand fa product mix of class i or
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FOB and CIF of industry export respectively, thhe intra-industry trade can be

formulated as follows:

X +e’1-‘li'|,

r

X —-M
T, = [1 Bl e Al ] %100%

When concretely measuring the intra-industry trafléehe two countries, the

formula above can be revised as follows:

| { X\ -
Ir; =(1- '

'—.‘ x100%
And Xij stands for the export sales to the partner coyritopm the industry i of

X' +M'|
/ i

one country (calculating according to the pricé&0B). And Mj stands for the import
sales of industry i of one country from its parteeuntry j (calculating according to
the price of CIF).

When the industry i is all of inter-industry traddaT‘j equals to 0. When the
industry i is all of intra-industry trade, IigTequals to 1. Thus, generally speaking, the
intra-industry trade index IITiy a figure between 0 and 1. When close to 1, it
indicates that the proportion of intra-industrydiesof the country’s industry i is larger,
and contrarily, when closer to 0, the proportionnbér-industry trade of the country’s
industry | is greater.

Intra-industry trade refers to the trade commurocaof differentiated products
of the same industrial field between two countri&scording to statistics, export and
import products of the same industrial field emlesdthat there is complementary
trade demand in this industry. Higher IIT indexeals more competition and more

differentiated products, with complementaritiesséat in intra-industry trade.
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4-3-2 The Result and Its Interpretation

From table 4-6, we can perceive that the levehttindustry trade in the class
1, 2, 3 and 7 is high. According to the internatioregulations, products of IIT index
over 0.8 are rendered as the standard productseinntra-industry trade. In 2007,
there were 6 classes industries are mainly intlastry trade. (Class 1, 3, 6, 8 and 9)
In addition, others can be noticed that the lITexaf products of each class of China

and South Korea was on increase from 2003 to 28p&cially class 6 and 8.
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Table 4-6 : Intra-industry trade of products of each class ¢in@ and South

Korea:2003-2007.
Industrial classification (SITC) 2003 2004 2005 @0Q 2007
Food and Live Animals

0.15 0.14 0.12 0.14 0.24
Used Chiefly for Food (0)
Beverage and cigarette(1) 0.99 0.8¢ 0.98 0.83 0.9
Inedible materials(2) 0.92 0.92 0.93 0.99 0.97
Raw mineral materials, lubricant

0.77 086 | 092 | 0.93| 0.86
and other related products(3)
Oil and grease and wax(4) 0 0 0o | — -
chemicals(5) 0.37 0.20| 0.36] 0.35 0.32
Electro metallurgical Ferroalloy

0.71 068 | 0.79 | 0.75| 0.92
Products (6)
Textiles and other light industrial
goods, rubber products, ofe

0.81 085 | 0.70 | 0.62| 0.63
machinery, and transportation
equipment (7)
Sundry goods(8) 0.64 0.59 0.30 0.64 0.91
Other unclassified products(9) 0 0 0 0.55% 0.88
Data sources: annual data of International Tradali2se
note : "—"stands for no trade of this class between Chimé South Korea
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Chapter 5
The Strategic Plan for Establishing the FTA betw&ama and
South Korea

From the current situation, due to the differenEeanomic interests between
China and South Korea, it will take a long timectinclude a comprehensive free
trade agreement between the two countries. Theermuipolicy advises to adopt
regional cooperation and construct a free trade avegh the city as its center.
Compared to the cooperation of state level, it sranadvantageous to carry out
regional cooperation, because regional cooperaaonot be confined by the systems
and laws which cooperation of state level is camied with and can help the
productivity and efficiency for the key citié5.Moreover, it can be beneficial to the
economic unity within regions, realizing regionaloaomic integration with short
time and less cost. Thus, regional cooperatiohé@sost prospective operation mode
at present.

According to the study and discussion of free tradeeement concluded by
Northeast Asian Korea, China and Japan, it williteis the increase of GDP of these
three countries, but also great unemployment in esafomestic industries of
disadvantages of these three countries may happesld? Thus it is not bright for
the three countries to conclude the free tradeeageat. In order to reduce the side
effect brought by concluding free trade agreemerthé minimum, the most proper
way is to have a tryout of regional cooperatiomttis to say, carry out the regional

economic unity, according to the experience of otheeas in the world? It is

1 Li Lian, “Feasible analysis of FTA between Chimal&outh Korea,” Journal of Beijing Economic Managet
Institute, 2, 2005, pp.21-24.

12 Zhang Huizhi, “Industrial Impact of the FTA amolgrea, China and Japan,” Northeast Asia Forumpa62
pp.52-57

1 1j Zhun-ye; JIN Hong-qi,"An Analysis on Trade Stture between China and Korea,” China Industrial
Economy, 167(2), 2002.pp.47-54
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proved that regional economic unity has the follogviadvantages compared to
interstate cooperation:

Firstly, it makes the adjustment of interest of otegjors easy and reduces the
charges negotiable. If adopting inter-governmenégggjotiation, it needs high charges
negotiable because of the huge difference of systénestablishing economic circle,
it is unnecessary to consider the individual pcditiaspect and the relationship of
interest can be quickly adjusted in regional range.

Secondly, it can compensate the limits caused byhtige difference of both
countries’ economic scale and economic developmplease to some extent. Since the
regional economic cooperation is small-scaleds #asy to negotiate and develop the
cooperation of different departments and indusifethe same levéflt On the other
hand, compared to the unchanging inter-state ecaenoommunication, it can meet
the diversification required by economic developtreamd market demand. Regional
cooperation is of more flexibility and feasibility.

Thirdly, it can powerfully propel the regional eawnic exchange and
cooperation. Inter-state economic cooperation casilye force weak countries to
establish a unilateral system of division of lalsentered by big powers and is of
possibility of hegemonies. Regional cooperation lilely to establish closer
relationship and form a cooperation system withiegions.® Regional
communication is featured with uniqueness and autgn which easily drives and
guarantees the individual cooperation relationsdédrthe premise that it is difficult to
establish FTA of China and South Korea in shoretitorea is how studying on the

constructing regional economic cooperation netwaakd proposes gradual

14 7ang Xin & Cui Yan, “Empirical Comparison of Japand Korea on the Quantity, Industrial Distributamd
Economic Effect of Their Investment to China,” Juairof International Trade, 10, 2006, pp.28-31.

15 Ding Yongshu, “The Effects of Non-state-run Ecoryasn Korean Firms' Choice of Direct Investment Lioma
in China,” Master Thesis, China: Fu Dan Univers2905.
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cooperation. Though unable to replace cooperatfocentral government, regional
cooperation can be taken as one of the forms hsitranto the inter-state cooperation.
Regional cooperation does not exclude the partiopaof central government,
instead it emphasizes the cooperation of local gowent, enterprises and residence
and individuals. Meanwhile, regional cooperatioméd the decisive influence of big

businesses and multinational corporations as well.

5-1 Basic Ideas of establishing FTA

As mentioned above, regional economic cooperatiooulsl be established
before FTA. As to the situation of China and Sddithiea, the author thinks the focus
should be the Bohai and the Huanghai, which colerareas of Korean Kyungin,
Liaotung peninsula of China and Yangtze River.Hase areas, there are many big
cities, with perfective fundamental facility for @oeration. Among many elements of
economic cooperation circle, the most important €imeuld be the complementarities,
convenient communication and advantageous localioa.circle of the Bohai and the
Huanghai meets all the requirements.

There are several key cities of Korea in the Huangtircle: Incheon,
Pyeongtaek, Kunsan, Mokpo, Gwangyang. Incheonasséitond port city of Korea.
As the peripheral city of the capital Seoul, it hdsveloped as the habitat of
automobile and heavy industry. Incheon internatioasport has an air line,
connecting 106 cities of the world, playing a rak the aviation vital point of
northeast® It is 389 kilometers from Incheon to Shandong proe of China. As the

window of middle Korea open to the outside worldgHeon has an advantage of

8 i Yingwu, “The Current Situation and the Perspexbf China- South Korea Economic and Trade
Cooperation,” 5, 2003.pp.27-30.
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China trade outpost in terms of location. Kunsdig kogistic port of middle the
Huanghai , plans to set up a new port of Kunsanfeseltrade zone, new industries
and bridgehead of Asian market logistic aroundpiiepheral areak.

Regional areas of China include cities of Daliamanjin, Qingdao and Shanghai.
Dalian as the largest city in northeastern areasuldbrs all material flows of
northeastern areas and is the third trade port bina& Dalian is heavy
industry-oriented; however, compared to other gitié northeast, its light industry
develops as well. According to data of China’s biadl Bureau of Statistics of 2007,
the proportion of heavy industry and light induseyp7: 43.Tianjin as one of the four
municipalities of China and the second trade pb@hina is the vital pass connecting
Bohai base and southeast areas of Beijing. Lightstry in Tianjin is much weaker,
with its focus on developing automobile, mechaniquipment, electronics,
communication equipment, petroleum chemistry and §uality steel. This city ranks
first in terms of absorbing foreign investment angbort scale. Qingdao is centered
with bonded area, economic and technological dgweénmt zone, new high-tech zone,
sight-seeing area and resting area for aged pelb@bsorbs foreign investment and
develops service industries like trade, financing &ourism, etc to strive to realize
the modernization of mechanics, chemicals, food @etdoleum and some traditional
industries. Meanwhile, it also greatly develops riared communication networks.
Qingdao is a city benefiting from China’s reforndaspening up policy so far now.

The Bohai circle resembles a lot with the Huangiale in terms of location,
with convenient communication. Due to its high céenpentarities in economy, it is

easy to change the narrow market caused by clos@tbmy. The development of

7 Li Xiaojian & Yeung Yueman, “Transnational corptiems and their impact on regional economic imbedan
Evidence from China,” Third World Planning Revie2@, 2004, pp.86-89.
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new markets brings obvious economic growth. Stgvio explore domestic market
demand and strengthening internal industrial ccaip®r can be beneficial to getting
rid of excessive dependence on the developed c¢esintvhen exporting finished
products and importing investment, equipment amdi-$@ished products from other
countries. When displaying the advantages of comefgarities, the huge income

gap of China and South Korea can be shortened.

5-2 Development Strategy on FTA

5-2-1 Differences of Special Economic Zone prefaatpolicy

Areas open to the outside world in Korea refematdftfree zone, free-trade area,
foreign enterprises zone, foreign investment zorternational free city and economy
free zone, etc. Tariff free zone includes Pusana®@yang, Incheon airport, with
free-trade area including Masan, lksan, Kunsareidor enterprise zone including
Cheonan, Pingdong. And the special economic zoaehas been built or is being
built is located in Linzhong, Gimpo, Songdo, Puaad Gwangyang, efé. The areas
open to the outside world have provided foreignewgh good investment
environment, and preferential policies offered amnis of service industries like
loading and unloading, storage, transportationpldis marketing, processing,
insurance, management and salvaging, etc. Suclzdme is surrounded by airports
and ports, which gives full supports. In terms oftp, the capacity of dealing with
annual cargo is over 10,000,000 tons, with30, O08@s tof containers for ports

facilitator’® The major preferential policy lies in tariff redion and exemption.

18 Guo Rongxing & Hwang Eui-Gak,“ Cultural Diversity and Economic Development in aélaf nations
Evidence from the Data. Korea Review of Internaid®tudies; 1, 2002, pp.67-69.

9 buan Wenbo, “Discussion on the Possibility in Candion of China-Korea FTA,” Master Thesis, China;

JiLing Unverisity.
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With regard to incorporate tax, income tax, propddx and land tax, all benefit
reduction and exemption.

Areas open to the outside world of China includenemic and technological
development zone, free trade area, High-tech zaxrt processing zone and so on.
Shenzhen, Zhuhai, Shantou and Xiamen are econorditeahnological development
zone, free trade areas include Lian yungang, HaiG&mese government invest to
build High-tech zone in many cities. Areas operthte outside world are designed
according to tariff act, with local governments goiimg and implementing the
regulations respectively. It is by state departmendecide the detailed regulations.
And the main preferential policies is tariff redoct and exemption, providing the
processing, displaying, classifying, packagingderaark, preservation, shipping,
procedures of import and export, financial servaned logistics with extensive

insurance as well as simplifying procedures of @ust clearance.

5-2-2 Implement of development strategy of FTA

Considering the factors in each respect, econoooperation of FTA is of great
possibility to gradually become the strategy bygeta The content is as follows:
firstly, some area of high economic communicatiarrently and easily being formed
cooperation within areas should be chosen as th@diat. Then with this area as the
center, it should spread to other areas and exibencboperation by making use of its
influence?® The preferred way of cooperation is to take thesmtloriving city as its

first level, and then the second and third leveésiare built through the influence of

20 Chen zhiheng & Jin Shuijing, “Conceptions and Reatsl Concerning the Establishment of a Sino-Japaréko
Free Trade Zone,” Contemporary Economy In Japa2Q®4, pp.76-78.
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cooperation within areas. Here, Huanghai areasdasieed into three levels and
progressed.

The first level should choose the kernel city ia #rea. Such city must be chosen
within the areas of FTA and places of the same.Kinchn play its role of unifying in
regional area to construct economic space of theegaroperty. Thus, it is the most
effective way to establish such city of properoé&TA.

Following such idea, the key city of the first Iewan be chosen as Incheon of
Korea, Qingdao and areas of Tianjin of China, wraok of high production capacity
of manufacturing even around the whole world. Tlaeg not only the center of
industry and logistics of related places but ate® places where the communication
of people and culture happens frequeftiyThese cities has their own open-up areas
or conditions of such kind, thus they are of mateasmtageous conditions in terms of
economic space of the same construction properties.

The second level is the peripheral areas influerzcetidriven by the first level
cooperation strengthening, with its important sitewangyang of Korea, Dalian and
Yantai of China.

The third level refers to the influence circle fathbecause of the cooperation
effect of the first level and the second level, athindicates its phased progréssis
to this level, Pyeongtaek, Mokpo, Kunsan of Kored &inghuangtao of China are

chosen.

5-3 Special Policies for the Development Strategy

21 Jiang Xianjiu, “The Feasibility and Economic Effeof the Establishment of FTA between China antekd
Northern Economy and Trade, 2, 2008, pp.65-67.

22 Wang Tao & Meng Xiaoyan, “Feasibility and Obstagtelysis of the Sino-South Korean free Trade Area,
Journal of Harbin University of Commerce (Sociaiédce Edition), 2, 2007, pp.48-51.
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In order to successfully realize the cooperatioanpinentioned above, some
considerations should be taken in terms of poleylementation as follows:

(1) As the theory of industry inner trade suggetts, economy of scale and
product differentiation are placed in an importpasition. When trading with Korea,
we should actively foster economy of scale. To hattustries and manufacturers,
economy of scale means the progress of technolodynaprovement of productivity.
The existing industrial organization structure af country is featured with low level
of specialization and cooperation and other problemhich inevitably results in
reducing our country’s capacity of gaining effiatgrof economy of scale from the a
large wholesale of products and keeping the cogtraflucts ug®> What's more, it
will also confine the development of productionheclogy and technology, greatly
weakening the competitiveness of our industrigheninternational market. And most
of their products are sold to domestic market. Miénetess, Korea is quite different
from China. Compared to enterprises of China, aapans of Korea is much larger
in scale. Many enterprises like Sansung, LG and WA are rich in experience in
scale operatiof*

Enterprises of China if wanting to better develagizontal industries must
upgrade the scale of domestic industries on thexdation of strengthening the
division of labor based on specialization and fosostainable completion force.
When focusing on developing big businesses, weldlhmarceive that there are many
small and medium-sized enterprises in our counkigwever, the coordination
between big businesses and small and mesizad enterprises is relatively loosing,

with low level of industrial specialization, whicimakes the efficiency of scale

2 Lj Junjiang & Fan Shuo, “A Conception of the Edistiment of Sino-Korean Free Trade Zone,” Jourfial o
Jishou University(Social Sciences Edition), 2, 2086 31-33.
24
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economy insufficiently obvious. "Specialization awcdoperation is the objective
requirements of socialization of production and dleeelopment of market economy
and the basic condition of changing in the mainre®wf economic growth and
improving quality and efficiency of economic growth

Coordination between enterprises of our countigusfrom the aspect of overall
level, which is mainly reflected as follows: plemy all-round enterprises featured
with "big and competent” "small and competent” exdgd the coordination between
big businesses and small and medium-sized entespissinsufficient, especially the
production of inner industries, technological caentalt results in small and
medium-sized enterprises unable to have complemeativantages with each other,
which improves the production cost and unnecessgognditure. It also makes small
and medium-sized enterprises compete to occupsathenaterials and market, which
brings serious waste of resources. Due to the afr@poductivity and qualified rate of
product as well as the loss of renovation, thecigdficy of division of the work is lost,
which finally weakening the whole competitivene$she industry. Not fully making
use of the external advantages of economic scateioénterprises, the productivity
and economic efficiency is weakened, making therpnises in a disadvantageous
position when participating in the intra-industrade.

Under the guidance of economy of scale theory, veilsl first foster a group of
large-scale multinational companies of competitegn to improve the spatial
efficiency of source distribution. On the other #darthe structure of scale of
enterprises should be optimized and the degreendiisirial concentration needs
upgrading. Division of work and cooperation withemterprises need reinforcing.

Market mechanism should be fully exerted in theustdal structure adjustmeritThe
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industrial scale economy criteria and policiesgoiding regional industries should be
carried out. Cooperation and coordination withidustries should be encouraged so
as to establish the modern industrial organizagtoucture centered by big businesses.
Small and medium-sized enterprises are not encedrag merely pursue the
expansion of the scale; instead, they should atlpgsoperation strategy based on the
progress of technology and according to the speatan division principles. They
should strengthen the contact with big businessesnstantly the competition of our
country’s enterprises with intra-industry tradenpldet our country’s enterprises play
its own role in trading with Korea.

(2) Intra-industry trade mainly centered with diffetial products, whose content
is very extensive, including the differences of fijeo quality, style, color and
trademark, etc. China tends to overlook the effettproduct differences in
international trade, which results in low produittestentiation in China.

For many years, traditional products exported taedofrom China mainly
belong to products of resource intensive and labeensive” Currently, these
products face the fiercest competition in the ma¢ional market and easily subject to
shock. In recent years, though the commodity stredio Korea from our country has
been modified, it is still of the obvious charattcs of labor intensive and resource
intensive with low added value and low technologlych as aquatic product, cotton,
vegetables and fruits and textile garments, etes&lproducts earn low profits and
little foreign exchange, making the trade developinaé the two countries imbalance.
Thus, we should expand the trade range on the ba&seping preserving relatively

advantageous traditional products export so asabize the diversification of export

% Lan Li, “Feasible analysis of FTA between China &outh Korea,” Journal of Beijing Economic Managem
Institute, 2, 2005, pp.76-79
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commodities. In order to further improve the quatif export products, especially the
export share of new and high-tech products, we ldhpay more attention to the
brand strategies and foster the consciousnessaofdlin our country, which is the
important link of strengthening intra-industry teadith Korea.

Meanwhile, it is of importance to greatly develeghnology trade between two
countries. Currently, China has the first-rate tetbgy and products of basic
scientific fields in the world, such as aviationpdhemistry, nanotechnology, breed
improvement, automobile spare parts, photo-electydmoadband IP, network video,
SPC exchange, etc ,which is more advanced thare thio&orea. On the contrary,
there is a lot for China to learn from Korea inpests of CDMA mobile phones, chip,
automobile manufacturing and shipbuilding, etc.nkthe data mentioned above, it is
easy to notice that China is a country of high netbgy. Therefore, when developing
intra-industry trade between China and South Kovea,should change the trade
direction into these products, which are charao¢eriwith high added value and high
technology. With relatively high capital and teclogy intensiveness, these key
industries can carry out technology and productemovation. Moreover, they are of
higher economic growth rate and labor growth ratntother industries. Striving to
develop intra-industry trade can propel the intdustry rate between China and
South Korea from elementary stage to senior stagé promote the rapid
development of intra-industry between two countries

(3) For a developing country lacking of capital reénts, the international
investment is evitable for its economic developmétdwever, when absorbing the
international investment from Korea, we should immathat the real purpose of the

investment of Korea enterprises in China is not lee optimization and final
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development of China industries. In order to mamtdeir monopoly dominant

position especially the advantages of the technpldagese Korea multinational

corporations try to preventing their technologywiling into our country so as to
achieve their global operation strategy. Most gnitses of Korea covet cheap labor
and resources in China and let some minor depattsnzérsmall added value built in
our country. Therefore, what enterprises of ourntguhave got is only a little

processing charge. We should be clear-minded to itivestment of Korean

enterprises instead of merely pursuing the incrediseade volume. What's more,
processing trade which plays a great role in upgeadf industrial structure should
be taken into consideration as well.

When developing processing trade, China can stép the international
industrial linkages of Korean multinational corpmwas in processing cooperation
with Korea. Firstly, China involves into the labortensive processing link (for
instance, assembly, fixation) and then steps iméocapital intensive processing link
(for instance the production of components andmégliate goods). Finally, it enters
the capital and technology intensive link (like OEid production of own-brand
product) so as to fulfill the rapid upgrading oflustrial structure. In addition to,
when absorbing the investment of Korean enterprisesshould adapt to the current
adjustment of industrial structure, with area preiéal policy replacing industrial
preferential policy. With the help of credit anchip revenue and some preferential
policies, the Korean investment are led to flowtlie new and high-tech industries
like semiconductor, communication equipment, etcwadl as the infrastructure
construction fields like agro-products processingguipment replacement of

traditional industries and energy and transpomasiod so on. Consequently, trade of
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large-sized electromechanical equipment and tedgyobdf both countries are driven
to develop.

(4)Trade between China and South Korea has beethenphase of rapid
development. In order to avoid trade dispute irifgimg), when governments of the
two countries reinforce coordination function ofate/e departments, coordination
scope should be expanded through institutions Gkéna and South Korea Trade
Unions so as to help the official or semi-officayanizations fully work, propelling
balanced development of economic trade of bothssiBesides, Korea should further
open its domestic market to China and abolish tiey of limits of parts of goods
imported from China and the tariff rate to implemeaunter tradé® China should
pay more attention to adjusting its export commposditucture to Korea and develop
the export processing industries to meet the expedds of the other side. The
transformation speed of high added value exportnoodity production should be
quickened. Meanwhile, the return selling channellie export commodities to Korea
should be used to expand the variety and quantiyx@ort commodities of Korea.

China is a developing country with a large popolatnd broad domestic market.
During the development of foreign economic relatioand trade, though it is
impossible that the trade can be balanced witbalhtries in all fields in short term,
the trade deficit of Korea has been constantly edpa, which inevitably can
promote the healthy development of economic andetr@lations between the two
sides. In fact, it is possible for the two courgrie realize the balanced development
in trade, for more than 70% are manufactured gaotiseir trade, which indicates the

strong complementariness for both sides. As lonigodis sides pay more attention to

% Jin Ruixuan, “Study on the Driving Strategy of FibAtween China and Korea,” Master Thesis, ChinanJiL
University, 2006
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the import from the other side when actively expagaxports, the two countries can
achieve the balanced development in the near future

(5) It is an undeniable truth that China and Sdtinea are complementary in
their cooperative trade and that there exist coitipes of different degrees in some
commercial field. Thus, the two countries shouldkengreater efforts to discard
unhealthy ideas in competition with each other eadly out constructive policies so
as to avoid the extreme views and actions harntfiubbth sides. As to the "China
Economic Threat" "Agricultural products of Chinaosk the Korea domestic
agricultural product market" (mainly refers to garchilies and sesame oil, etc) and
"damaging the interest of farmers" which once pitedain Korea, the Korea has
carried out the policy of anti-dumping measuresiregaChina. The conflict was
finally settled after many rounds of negotiatioretvieen the two sides. However,
public opinion related in Korea does not disappeampletely. Sometimes, trade
friction with Korea happens as well. From now ouablc opinion mentioned above
may return again, with trade dispute intensifyimberefore, China should strengthen
the further research plan of trade cooperation \ithhea and adopt practical trade
policies and measures, making the trade betweemaCand South Korea grow
successfully and in a sustainable manner.

As a matter of fact, it is not avoidable for theotwides to compete on
commodities markets, for competition is the basiogiple of market economy. It is
against nature to avoid competition in the envirentrof market economy. Moreover,
the fierce competition between the two countrieth@ market has been the force for
the development of their commodities. However, thenpetition in some field is

unlikely to bring threat to economic developmenKaofea. Based on the overall and
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long-term interest, it is of necessity to transfeecaution into cooperation and
coordination and jointly produce famous-brand patsluof high quality by fully
making use of its own advantages.

In terms of agricultural products, both sides havenplementary advantages.
China can take the advantage of the large numbgorok agricultural products, with
Korea taking the advantage of its national flaved gechnique. That is to say, Korea
imports some China agricultural products and Chingports some of the
manufactured agricultural products, such as pickeEsasoning, jam and marine
products. It is also advisable that some enterpffisen Korea are welcomed to invest
in China to establish the production bases of afitical products. Moreover, by
using the raw materials of China, semi-finisheddpiis or finished products are
produced to export to Korea and other countriegdonmon interest.

(6) Currently, the information communication chanmetween China and South
Korea remains quite limited. Though the informatiGhina introduces from Korea
has been increased comparatively, it still lackgafctical information helpful for
developing trade with Korea. Meanwhile, Korea idtroes relatively more
information from China, however, the accuracy andthgrehensiveness need to be
improved to avoid misunderstandings. In light ofsthboth sides should further
expand communication with each other, providingemrises with much more
comprehensive and systemic consulting service afpiny each other understand
each other better. In addition, related departmeht®th sides should organize their
investors to intern in the companies of the otlde $0 helps them know more about
their partners’ operation and management mode df age staff relation and

corporation culture. This is to improve localizatiof the enterprises and promote
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bilateral economic cooperation. It is conducivéhte healthy development of trade to
strengthen communication between research institsitand scholars of the two sides.
It is of great propellant to carry out the acadesvenmunication between research
institutions and scholars of China and South KdBgaacademic communication, a
further discussion about the problems of trade ldgveent between both sides is
carried out and some relevant solutions and mesisuesturned out as well, which is
conducive to driving China and South Korea tradedéwelop successfully. It is

believed of great help for the economic trade betwehe two sides as the

communication further progresses.
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Chapter 6
Conclusion

After China and South Korea established diplomigiations, the scale of trade
between the two countries increases rapidly, withdoaring of china’s trade deficit
to Korea. The huge deficit results from the fastech as different stages in
economic development with corresponding trade pplhina’s FDI from Korea, the
different trade comparative advantage, the problensgatistics, and so on. To reduce
this deficit, China must encourage technologicaloiration, accelerate the dynamic
transformation of trade comparative advantage, avgrtrade structure, set up
reasonable trade development strategy and polidysaengthen mutual institutional
cooperation.

There are several limitations of this study needbéodiscussed. South Korea's
imports of some products on the set all kinds adérbarriers; the impact of China has
a comparative advantage in export products. Thassis the important reason of trade
deficit widened between China and South Korea. Hownake mutual profit is a
topic worthy of in-depth study.

China itself has a lot of problems. Product quaditgl grades needs to be raised.
China’'s exports to South Korea for more resourtensive and labor-intensive
products, but such products are most competitive \arinerable currently on the
international market. Therefore rising tendencyigh-tech products export of China
will continue to strive to.

Now is the best time to discuss and establish CamtaSouth Korea FTA. After
painstaking efforts just out of its predicament ethcaused by the severely strike of

the financial crisis in Asia, Korea eager to expandnomic cooperation with foreign
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countries. South Korea reached free trade agreewitnChile, Singapore and other
countries that reflect the desire of South Koredmiciv need to strengthen economic
cooperation. As for China it is in the critical mem of reform and development, and
also wants to build and strengthen economic codiperaith foreign countries.
Recently China and South Korea are at a criticatiode of economic

development and turning points, both of them nemdttengthen economic and
technological cooperation. According to this, wevéhdo seize this opportunity to
establishing the free trade agreement between twatdes for raising the level of
bilateral economic and trade development. This-wim structure is appealing to

each country.
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